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Venesuela'ts Current Account, 1974-80 re 
i ‘ , 
Summary as hE, Y i 
: ae i 
; d. Venezuela is unlikely to have sufficient funds 
by the 1980s to support substantial foreign aid, 'for ‘any 
purpose, particularly the large’ amounts that would be required 


to create raw material stockpiles. Caracas probably will 


begin to eat into its foreign reserves as rapid ‘import 
growth puts th2 current account in the red. Peer 
petrochemical and metal exports will increase dramatically 


i 
during the late 1970s, they will only be large ‘enough to 
offset a probable drop in oii exports. ite 


2. The service’ account will remain negative throughout 
the period. As foreign reserves fall, investment earnings 


will drop off. Other services, which probably will include 


large payments to oil companies for service contracts, will 


be in deficit. | 


1. ‘The assumrtions in this 


Nominal ‘oll prices in 1975 are, those set on 
January 1975. In 1976, oil prices are projected to increase 
8% and in 1977, 5%. Inport price increases are assumed to 
be 123 in 1975, 9% in 1975, and 6% in 1977. Constant export 
and import prices are assumed during 1978-80, however. Freight 
and insurance outlays are assumed to equal 12%:of the f.o.b. 
value of imports. [During 1975-80, Venezuela's} acquisition 
of tankers and other ships is expected to have! little impact 
on the freight: account. Investment income receipts are 
assumed to equal 8% of the value of assets. The other services 
category includes payments on service contracts: to foreign 
oil and iron companies, interest payments on is debt, 
and inflows and outflows of remittances. 
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3. Capital inflows might ease the situation slightly, 


but large surpluses on capital account are untikjely. In 


recent years, diminished oil investments have caused the 
capital account to fluctuate between small deficits and small 
surpluses. Now, with Venezuela's membership in'‘the Andean 
Pact and its strong support of the Pact's rules! requiring 


majority domest:ic ownership in many areas and complete public 
ownership in 03.1 and iron and steel, substantial; new capital 


inflows may well be hindered despite the economy’ s probable 


increased attractiveness ag a location for. direct foreign 

_ 4. Projections to 1980 are extremely tentative because 
of uncertainties in the world economic situation \and thus 
in the range of opetions that might be open to Venezuela. 
Looking beyond the next few years multiplies the difficulties 
of forecasting -- particularly in the areas of werta oil 
demand and supply, and of venezuela' S progress in developing 
exports of petrochemicals, steel, and aluminum. |, 
Exports . : - | . oy i 
| 5. “Oil export earnings reached $10.3 billion in 1974 
when production averaged nearly 3.0 million b/d (see Table 1). 
Earnings: from oj.1 are expected to drop gradually| over the next 
few years because of the government 's oil conseryation policies. 
To conserve the country' s declining oil reserves}| Venezuelan 
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planners project that by 1980 production will Be limited 
to about 2.0 million b/a, down from the 2.4 million b/d 
projected for 1975. Domestic oil consumption ig now growing 
about 7% annually and is projected to rise to in after 
1977, mainly because. of expanding consumption hy the 
petrochemical industry. By 1980, exports thus ‘will slip 

to about 1.55 million b/a, contributing about $7.0 billion 


to export earnings. 


wernt 


6. The composition of oil exports is aaa to 


. change substantially by 1980. About two-thirds of exports 


are now crude, while refined product exvorts consist mostly 


of residual fuel oil, priced below crude. The government 


is conducting extensive surveys to determine how to raise 
#8 ‘4 ‘ 
the value of oil exports.: It has recently entered into an 


agreement with the Japanese to build a refinery! designed “a 


handle heavy exudes with high inetal and sulphur content. 


Nevertheless! any significant shift’ in the composition of 


Oil exports willl not ‘be felt until after 1980. the plants 


are expensive and time-consuming to build, and the shakedown 


' , 1 
period will be lengthy. Moreover, the peer of traditional 


world marketing patterns will hamper Venezuela's’ 


: 


attempt to export 
higher valued products.' | i | 
7. We project non-oi1 exports to expand rapi 

Vy 

1377, reaching about oe 55 billion by 1980. met 
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this level would nearly weteee the drop in the value of 


t 


oil exports -- just about ‘restoring total earnings to 


the 1974 level. Majcr steel and aluminum projects are 


t 7 


scheduled for completion in the late 1970s. Steel exports. 
by then will more than offset the drop in the value of iron 
Ore exports. The firs t phase of Venezuela's loig-delayed 
petrochemical cevelopment also is expected to be, fully 
Operational by the late 1970s. At the same time, large 
fertilizer sales will also ‘be adding to non-oil | export 
earnings. Although the fertilizer plants are presently in 


operation, 1975 production is still far below capacity and 
is insufficient to meet domestic needs. Traditional exports 
pe . 
such as coffee and cocoa are not likely to increase in volume 
ont 


during the period, however. ; 


Imports . a: . F 


8. With the sudden sharp increase in foreign exchange 
' i 
availability in 1974, imports jumped about 65% 7 approximately 


25% in real terms -~ to ae 6 billion. Trading partner data 
ingests that the major categories of goods genevally 

increased Cee ae Thus, their shares of the total 
probably remain close to the recent levels; outa ausaes 


20%; capital goods, ae; ang Yaw materials and ‘a 


products, 35%.. | eo , 
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9. We project the volume of imports during 1975 to 
rise at about the 1974 rate. Assuming a 12% increase in 
prices, the watie of imports thus will. jump to $6. 4 billion. 
Several factors are Supporeing the continued rapla growth | 
of imports. Ceracas’, extensive development programs 
particularly in petrochemicals, steei, and aluminum, require 
large imports of capital goods. Many of these projects 
will just be getting underway this year. At thé same time, 


rising consumer incomes will require increased imports of 


- finished consumer goods and raw materials and intermediate 


products for inport substitution industries to restrain 


inflationary Pressures. Preliminary reports on} 'tonnages 


moving through weueZuetan ports in the first two. months of 
1975 indicate that tabee volume is running ahead of last 


year. _ | | > 


ps e 


10. Our projections assume, however, ‘that | ‘real import 
growth will drop to 15% in! 1976 and to 10% in gebn of the 
nk 
following years. To Limit! the growth of imports to these 


t 
; ; 


rates will require tightened import restrictions. It is 
1 : 


assumed that the government will take such measures to 


postpone large trade deficits, thus stretching out the life 
of the foreign reserves.. a 10% annual increase jin the volume 


ie 
of imports probably is the’ bare minimum needed to suppoxt 


: | 
| | 1 


La be 
bom Ft pale 


Anciotes For Release 2005/01/10 : CIA- RDP86T00608R000600070010- 9 


Approved For Release 2005/01/10 : CIA-RDP86T00608R000600070010-9 


CONFIDENTIAL 4 


spaced og Tae Ea a Syl pj teh RE 


real economic growth Ziares of 7%-8%. With the, volune of 


imports growing only 108. annually during 1977-20, present 


government plans for industrial BeVe OPN ERe probably will 


have to be trimmed. = . 

Services ; 
ll. The services account probably will remain in 

deficit throughout the period. Inflows ot investment 

income are alae to rise through 1977 but will decline 

as foreign reserves’ eet in subsequent years. |'Tt is assumed 

thet: the services Zcecune will be further dampened by large 

payments under contracts with foreign oil companies to 

Maintain certain managenont and exploration operations in 

Venezuela. As ivdde derteres are incurred after 1977, it 

is further secumea that grant-type assistance jwill be terminated 

to ease strains on the current account. F 


! 

ty 

Current Account Balance | i 
12. Under our. foregoing assumptions, the: |current 


i 
i 
| 
( 
oe 
ir 


‘account will be in surplus only through 1976. |" ‘Considering 
1 


only the current account, foreign reserves will reach a 


sce 


peak of $9.0 billion in that year. “With growing trade 
up 


Ls 
it 


deficits in subsequent years, the current account deficit 
will also rise, eating into foreign reserves. |} By 1980, foreign 
reserves would be depleted. If the rise ini nport Betcce 
after 1977 were to ouperenetetty exceed that ot oil prices, 
: : a 
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Implications ‘or Foreign ‘Aid i 


13. Thus far, Caracas has made only a few, mostly 
small commitments to provide foreign aid for apy purpose — 
and has generally insisted on strictly ccumere terms. 
As its Sataneeweeeserncnes surpluses decline over the next 
few years, we expect: Venezuela to be even less| willing to 
undertake foreign aid commitments. This will be particularly 
true for scheries to finance commodity stockpiles and other 
Measures to boost world raw material prices. 6 be effective, 
such schemes BequaEe large initial outlays ancy ) because of 
the generally weak finanedal positions of the beneficiaries, 
concessional Tinancing. Even in its present affluent 
situation, Caracas offered only short-term loans totaling 


$40-$80 million to finance a Central American coffee stockpile 


with repayinent on commercial terms. : 

i vt 
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“14, The foregoing analysis has assumed that Gardens 
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Alternative Projections tons 


7. 
A 
\ 


_will - move to slow import! growth after 1975 to ‘conserve 


foreign reserves. an alternative assumption would be that 
‘ : iF 


the govermnen would adopt a policy of allowing the. volume 


.of imports to grow at 208 annually while pushing development 


i 
projects ahead as rapidly as possible in the Bie thi. in 


the 1980s, exports - -- particularly of petrocheicals -- would 
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be great enough to reverse the rise in the trade deficit. 


‘As is shown in Table 2, under such a policy a large, trade 


deficit would. develop by 1977 and foreign reserves would 


be depleted by mid-1979, NS : 


: 


15.. Another possible) ass Snseiee would be that the 
government would adopt a policy of maintaining oi production 
through 1980 at an average. rate of about 2.4 million b/4, 
the expected 1975 output level. Venezuela probably has the 
capacity to sustain production at this level. But, toward 
the end of the decade with large new non-OPEC supplies 
entering the world market, Venezuela's sustaining oil 
production at 2.4 million b/d would require further production 
cutbacks by other OPEC members. This in turn woula further 
increase the sit:ress on the cartel in coping with; the problem 
of prorationing oil production. In this case, it imports 
were restricted| after 1975 to the levels previously assumed, 

a trade deficit: would. be jostponed until 1980 (see Table 3). 
Under these circumstances, however, Caracas probably would 
allow imports t:o grow at: a much higher rate. TE, they continue 
to grow at 20% annually, a trade deficit would develop by 
1977, and forei.gn reserves would be depleted by 1979. Either 
way, Venezuela' s capability to provide foreign dia in the 


1980s would be negligible. 


| 


Sr | B= 


Cut 


1 
! ! ow aos AL | 


Approved For Release 2005/01/10 : CIA-RDP86T00608R000600070010-9 


Ne regi ted SAPO, ceed! 


4 a en Pas ue d For Releasé 2005/01/10 ; ,CIA-RDP86T00608R000600070010-9° —- -- - > e> es 3 
1 ee Correa : 
; Table 1 i 4 
E a 4s 4 
q Venezuela: Projected Current Account Balance : 4 
E ; : wo Million US $ : 
3 I aa 
; 1974? 1975 1976 1977 ~—s-: 1978 1979 = 1980 
oS Exports f.o.b. 10.7 8.9 9.5 ° 9.3 ° 9.9 10.1 10.5 
3 Oil oo 10.3 8.4. 9.0 8.8 8.1 7S 7.0 mo ee 
q Non-oil 0.4 0.5 0.5 0.5 1.8 2.6 3.5 f 
“Imports f.o.b, a a. “624 “8.0 9-9. 10.3 20.412, hee 
: ae ae ce ee Oe ee 
3 Net services “1.0 --0.9 Sia “14-16 -20 -2.3 sf 
4 . Freight & insurance -0.6 ~0.8 -1.0 -l.1 -~ 1.2 - 1.4 - 1.5 - : 
; Investment income receipts — 0.3 0.6 0.7 0.6 0.6 0.4 0.2 ‘ 
q Other ; -0.8 -0.8 -0.8 -0.9 = 1.0 =. 1.0 — 1.0 ‘ 
: Grant-type assistance -0.1 -0.2 ~0.2 -0.2 eeee even eevee ' 
: Current account balance 5.0 1.4 0.2 “1.6 -2.6 -3.3 -4,3 | 
BP Zee SS SE ee ee ee ee a ae 
: ; | 
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Table 2 
: Venezuela: Alternative Projection of Current Account Balance 1/ , - 
2 Million US $ 
1974 1975 1976 1977 1978 1979 1980 a ; 
_ Exports f.0-b. 10.7 8.9 9.5 9.3 9.9 10.1 10.5 
Oil 10.3 8.4 9.0 8.8 8.1 ~ 7.5 7.0 ena e 
Non-oil 0.4 0.5 0.5 0.5 1.8 2.6 Bou a ea 
- Imports £.0.b. - -4.6 -6.4 -8.4 10.6 © -12.8° 0° -415.3--55 abagQeS Se 
Trade balance 6.1 225 1.1 - 1.3 - 2.9 - 5.2 ~ 7.9 oF 
Net. services -1.0 ~0.9 o1.1 ~1.5 -2,] - 2.7 - 3.2 
Investment income receipts 0.3 0.6 0.7 0.7 - 0,4: - 0.1 aes 
Other ~-0.8 -0.8 -0.8 - 0.9 - 1.0 - 1.0 - 1.0 
Grant—type assistance -0.1 -~0.2 -0.2 ies 0.2 eoc50e sees sees 
Current account balance 5.0 1.4 -0.2- -3.9 -5.0 -7.9  -ll.1 
1 ee real apace E rom aE OE Panels 3 in 976-80. ' 
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E | - Table 3 


4 _. Venezuela: Alternative Projection of Export Earnings 1/ 


: Million US $ 
q z 
; —. : 1974 19/5 i976 i977 i376 1975 1986 
q Exports f.0.b. ~ 10.7 8.9 9.5 9.8 10.8 11.5 12.4 iS rete 
E .. Oi. : 10.3 8.4 9.0 9.3 9.0 8.9 8.9 : 
3 Non-oil 0.4 0.5 0.5 0:5 “1:8 2:6 73.5 =~ 

1. Export earnings if crude output is maintained at 2.4 million b/d through 1980, 
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